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Purpose and Scope 
This paper is designed to offer a comprehensive and 
systematic analysis of the Nigerian tax structure and its role 
in the country’s economic development. In analyzing the major 
taxes of the country on the basis of optimum tax structure,1 
and their cyclical sensitivity to economic conditions, care¬ 
ful attention has been given to various tax policies, 
intended to stimulate economic development. 
The study covers the period 1960-1970, although full 
cognisance has been taken of new developments which have taken 
place since 1970. This ten year period although rather brief, 
is unique in Nigerian history. It has been one of exceptionally 
rapid political and economic change. At the beginning of the 
period, Nigeria became an independent, sovereign nation. Six 
years later, the country was plunged into civil war. 
The year 1966 marked a new phase in the political 
development of the country, it saw the end, at least for a 
season, of parliamentary democracy in Nigeria and the assump¬ 
tion of political power by the country's Armed Forces 
1 




consequent upon a coup d’etat on January 15. Politically 
and constitutionally, the year 1967 is perhaps the most 
historic. In that year, a decree of the military rulers 
divided the country’s four regions and the federal territory 
of Lagos into twelve states. Also in 1967, a civil war was 
fought aimed at preserving the political and territorial 
integrity of the country. The war came to an end in January 
1970 with the surrender of the Biafrans (Ibos). 
Changes in the fiscal system also occured during this 
period of study. In 1964, a fiscal review commission was set 
up to make recommendations about fiscal adjustments. Another 
commission to review the fiscal system under the twelve states 
structures was set up in 1968, though it did not accomplish 
much since the new federal constitution had not yet been 
established. 
This study besides giving a careful analysis of the 
tax structure, also examines the tax enforcement machinery, 
its operation and defects. Furthermore, the effects of public 
expenditures and tax revenues are explored. Finally, the 
author hopes that the lessons of the past ten years will not 
be forgotten, and that the study might offer some significance 
which may be rewarding and relevant to other developing 
economies. 
The Colonial Heritage 
Nigeria, through colonization inherits various British 
traditions and institutions. Not all of these are necessarily 
3 
advantageous. A major contribution is the development of 
traditions of a democratic government, with carefully prepared 
constitutions. Another contribution is the basic importance 
attached to efficiency in the performance of tasks, and the 
minimization of bureaucratic red tape in government. Tax 
system is basically British,1 and thus personal income taxa¬ 
tion in Nigeria was founded in 1906. Lord Lugard introduced 
direct taxation with the system of indirect rule. In intro¬ 
ducing direct taxation the intention of the British might have 
been to consolidate and cleanse the pre-colonial tax of its 
imperfections, have a means of control over the people, as 
well as provide a source of revenue for the government and the 
native authorities. 
Before I960, Nigeria as a colony was designed to depend 
on Britain. In other words, the rate of the country's develop¬ 
ment to some degree, was predetermined and controlled by 
British administrators in Nigeria. To the extent that the 
colony was made a provider of raw materials and a purchaser 
of the manufactured goods from the mother country (Britain), 
Nigeria was therefore left underdeveloped and predominantly 
agricultural in nature. Raw materials from the colony to 
Britain after being processed into manufactured goods were 
sent to Nigeria for purchase at high pricesi no effort was made 
to industralize the economy. Under these circumstances, the 
country remained unindustrilized and underdeveloped. 
1John F. Due, Taxation and Economic Development in 
Tropical Africa (Cambridge, 19637, p. 157. 
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Political smd Administrative Structure 
Nigeria is the largest country on the West Coast of 
Africa, both in its land size and its population of over 
i 
fifty-five million. When it gained independence on October 
1, I960, and until May 1967, the country was organized politi¬ 
cally into a federation of four regions and a relatively 
With this structure, Northern Nigeria was dominant among the 
regions in land area (seventy-nine per cent) and population 
(fifty-five and three tenth per cent). Eastern Nigeria and 
Western Nigeria each had somewhat less than ten per cent of 
the land area, and populations of 12.4 million and 10.3 
million respectively, while the Mid-West Region, formed three 
years after independence, was the smallest region in size, 
2 with population of only 2.5 million. 
1970 Nigeria Year Book. Times Press Ltd., Lagos, 
Nigeria, p. 11. 
2Ibid. 
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The Federal Military Government, on May 27, 196? re- 
structed the country into twelve states. The former Northern 
Region became six states, the Eastern Region three, the 
Colony Province in the Western Region was merged with the 
federal territory of Lagos to form Lagos State, and the Mid- 
Western and Western Regions were renamed states. (Map 2). 
1. Lagos State 7. Kwara State 
2. Western State 8. Nor-ch Western State 
3. Mid-West State 9. Benue- -Plateau State 
4. Central Eastern State 10. North Central State 
5. Rivers State 11. Kano State 
6. South Eastern State 12. North Eastern State 
The new administrations started to function as from 
April 1, 1968. The states still show considerable variation 
in size and population, though none of them has dominance over 
the rest 
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The country, because of its physical size, has con¬ 
siderable diversity in geography, climate, economic charac¬ 
teristics, religion and ethnic traits. The principle ethnic 
groups are J The Hausas and the Fulani of the North, the 
Yoruba of the West, the Ibos of the East Central, the Ibibios 
and Efiks of the South Eastern State and Ijaws of the Rivers 
State. Thus ethnic groups have been determined along regional 
lines. At the present time, tribalism - the struggle of each 
group for power to promote its self-interest - is perhaps a 
more social force in the country than nationalism. 
Stage of Economic Development 
Like most developing nations of Africa and South 
America, Nigeria is but a poor country predominantly agri¬ 
cultural in nature. About 80 per cent of the total working 
male population is engaged in subsistence farming. With a 
population of about fifty-five million, the country has one 
of the lowest per capita incomes in the world (per capita GDP 
of $80).2 
Since the attainment of independence, the economy of 
the country has shown consistent growth (as depicted in Table 
1) except in 1964 when the growth rate declined. 
1 
Publication by the Federal Republic of Nigeria (Mini¬ 
stry of Information). 
2 
Andrew M. Kamarck, "African Economic Development,” 
Africa Report, I. 
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TABLE 1 
GROSS DOMESTIC PRODUCT AT 1957 PRICES, FISCAL YEAR 1960-1966 
Fiscal Year GDP millions of 
_ Nigerian. Pounds. . 
Percentage 
... Change . _ 
I960 981.3 O 
1961 1,014.0 3.3 
1962 1,072.3 5.7 
1963 1,162.1 8.4 
1964 1,233.6 6.1 
1965 1,310.9 6.3 
 1966  - - - 1.398.2  -6.2  
Source: Adebayo Adedeji, Nigerian Federail Finance (New York, 
1968), p. 37. 
The average rate of growth for the seven years was about 
5.4$. This period of continuous growth was disrupted by the 
apparent decline in the rate of growth from 8,4 in 1963 to 
6.1 in 1964. This apparent decline might be due to error in 
statistical computations since no significant economic vari¬ 
able had intervened to have changed the course of events. 
Though figures from 1967 to 1970 are not available from the 
Federal Office of Statistics, Lagos, it is conceivable that 
the growth rate for those war years might have been stationary 
or perhaps declined owing to suspension of development projects 
in order to concentrate on the war. The post war growth is 
gradually picking upparticularly with the curtailment of 
imports and the present oil boom. 
Nigeria grows sufficient food for the needs of her 
people, though the method of food production is, in most 
cases, crude and unmechanized. By comparison with agriculture, 
industry is still in its infancy and contributed only modestly 
to the Gross Domestic products. With the urgent need to 
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diversify and modernize the economy, increasing attention has 
been given to industrialization. The prospects for the de¬ 
velopment of industry is good considering that there is 
available a large market, variety of raw materials, plentiful 
labor force and abundant sources of power. 
A major aim of economic policy and one accorded pri¬ 
ority in the Six Year National Development Plan launched in 
1962 has been the reduction of Nigeria’s dependence on 
imported goods, particularly consumer goods. Already a wide 
variety of goods are made in Nigeria. üy 1965» there were 
over 1500 separate manufacturing plants, each with ten or 
more full time employees (some have as many as 500). Among 
existing industries are textile, cement and building materials, 
dairy, flour, cigarette, furniture, soap, sugar, beer, plastic, 
glass, foot wear, electronics (radios and television sets), 
industrial gas, boat building and vehicle assembly. 
Mining plays an important part in the economy. Among 
the minerals on which major industries have been developed 
are tin and columbite, limestone and oil. The country is 
presently enjoying a tremendous petroleum boom. It is held 
in some quarters that the discovery of oil by the oil producing 
state of the former Eastern Region of Nigeria, was perhaps one 
of the major causes that led to the civil war and the attempted 
secession. If this contention is valid, then the East 
Regional government (Biafra) had perhaps foreseen the impact 
of oil production on revenue collection and development. 
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Educated guesses place future oil output at an annual 
rate of two million barrels per day in 1973i nearly five per 
cent of total world production.1 
As Table 2 indicates, petroleum has been a significant 
element in the Nigerian economy since the mid 1960's. 
Achievement of the projected rate of production is an 
essential element in implementing the country's Second Develop¬ 
ment Plan (1970-197*0 » which the Federal military government 
regards as a necessary pre-requisite of civilian rule. The’ 
future of the petroleum industry is tied up with the future 
of foreign investment in Nigeria and the politically sensitive 
question of the division of powers and revenues between the 
federal and state governments. 
1R. Scott and Sandra C. Pearson, "Oil Reshapes 
Nigeria’s Future," Africa Report XVI. No. 2 (February 1971), 
p. 14. 
TABLE 2 
ECONOMIC EFFECTS OF PETROLEUM PRODUCTION, 1964-73 
(1964-68, ACTUALS, 1969, PROVISIONAL, 1970-73, PROJECTED) 
Petroleum Production 1964 19^5 19^6 Ï967 1968 I969 1970 1971 1972 1973 
a. Thousands of barrels 
per day (annual 
averages) 120 270 415 317 142 540 1060 1400 1700 2000 
b. Million U.S. $— 89.6 193.2 : 280 215.6 103.6 380.8 742 980 1190 1400 
Petroleum Contribution to 
Gross National Product 
a. Million U.S. $— 44.8 50. 4 67.2 89.6 50.4 100.8 310. 8 420 482.5 618.8 
b. Per cent of total 
GNP 1 1 2 2 1 2 6 8 10 11 
Payments to Government 
a. Million U.S. $— 33-6 36 53.2 75.6 44.8 78.4 280 378 462 560 
b. Per cent of total 
Government revenues 7 7 9 17 9 14 33 38 41 44 
Petroleum Net Contribution 
of Foreign Exchange 
a. Million U.S. $— 70 100. 8 120.4 311.6 81.2 156.8 369. 6 601. 2 690.8 : 688.8 
b. Per cent of total 
Foreign exchange 10 12 17 21 12 20 38 43 46 49 
Source, "Petroleum and the Nigerian Economy," Stanford University Press, 1970 (Africa 
Report Volume 16 No. 2, February 1967), p. 15. 
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CHAPTER 2 
THE TAX STRUCTURE 
The country’s tax structure while no doubt have 
contributed to the development of the economy, their diffe¬ 
rent rates, nevertheless have inhibited the growth of an effec¬ 
tive development - oriented national fiscal policy. Like 
any developing country with a federal system of government, 
one of its fiscal goals has been to strive to maintain a 
compromise or fiscal equilibrium between the centrifugal and 
centripetal forces of the regional and central governments. 
This goal is rather difficult to achieve particularly in 
Nigeria where tribal or regional sentiments are much stronger 
than nationalism. 
During the early stage of the period of this study, 
1960-1966, the country had four different tax systems or 
structures1 for Northern Region (introduced in 1962), 
Eastern Region (income taxation introduced in 1956), West 
and Mid-West (1957)» the federal government introduced the 
Income Tax - Lagos Act and the Income Tax Management Act in 
1Adebayo Adedeji» NigfiFiap Fe&ejçal Finance (New Yorks 
Africana Publishing Corp., 1969), p. 2. 
11 
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1961. Today, there are twelve tax structures. Precisely, 
each of the twelve states (including the federal capitol of 
Lagos) has its separate tax structure. While the federal 
government has been given constitutional power to impose 
certain taxes, the revenue which accrues from most of them is 
shared with the state governments, and in some cases, is allo¬ 
cated entirely to the regional governments. Where tax powers 
are federal and the revenues accruing from such taxes are either 
fully or partially regional, it has not been easy for the 
federal government to use such taxes as an effective instru¬ 
ment of fiscal policy without bringing about federal-regional 
conflicts. 
Incidentally, there have been complaints in the past 
that the federal government has not consulted the regions 
before imposing a tax or changing the rates of existing taxes. 
For its part, the federal government has argued that extensive 
consultation would endanger the principle of budgetary secrecy. 
The result is that the regions must prepare their budgets for 
the financial year on the basis of prevailing federal tax rates. 
Major Tax Revenues 
The federal government tax structure comprises various 
taxes. Currently, the major taxes in the Nigerian fiscal system 
in order of their relative importance as revenue sources, arei 
import duties, export taxes, excise taxes, the personal income 
tax smd the companies income taxes. The traditional direct 
taxes on persons and wealth which were the predominant sources 
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of revenue during the first decade or so after amalgamation, 
have been eclipsed by the rapid growth of foreign trade 
taxes. Presently these traditional direct taxes - 
community tax in the North, the poll or personal tax in the 
West, East and Mid-West, and the cattle tax in both the north 
and the east have now become secondary sources of revenue. 
The revenue derived by both the federal and regional 
governments from these taxes between 1961 and 1966 are shown 
in Table 3* 
TABLE 3 
MAJOR TAX REVENUES OF THE FEDERAL AND REGIONAL GOVERNMENTS 
1961-1966 - AMOUNTS SHOWN IN MILLION (NIGERIAN) POUNDS 
1961-62 1962-63 1963-64 1964-65 1965-66 
DiESPi. tees 
Personal. Income Tax 6.7 9.0 9.5 10.2 13.9 
Companies Income Tax 5.9 5.7 5.6 5.4 7.5 
Petroleum Profits Tax   — — 0.4 1.3 
Community Tax (a) 1.1 0.5 0.9 0.9 0.8 
Cattle Tax (b) 0.2 0.3 0.3 0.3 0.3 
Produce Sales or 
Purchase Tax 3.2 3.5 3-5 3.2 3.1 
Total Revenue from 
Direct Taxes 17.1 19.0 19.8 20.4 26.9 
Customs and Excise 
Import Duties 57.0 60.8 63.4 83.4 74.9 
Export Duties 13.1 11.8 14.2 14.4 15.9 
Excise Duties 6.4 7.1 9.8 13.6 21.6 
Total Revenue from 
Customs and Excises 76.5 79.7 87.4 111.4 112.4 
Total. Tax Revenues 93.6 98.7 107.2 131.8 139.3 
(a) Imposed only in the North 
(b) Imposed only in the North and the East 
14 
TABLE 3 (Cont'd) 
Source: Nigerian Federal Government Gazettes and also page 
28 Vol. 5 No. 10 of Economic Indicators by the 
Federal Office of Statistics, Lagos, Nigeria. 
Indirect Taxes 
Nigerian tax structure can broadly be analyzed in terras 
of direct and indirect taxes. Table 3 indicates the over¬ 
whelming importance of indirect taxes as revenue producers. 
Customs and excise which constitute the bulk of the indirect 
tax receipts of the government, seem to offer the greatest 
opportunities. The revenue from import duties reached its 
zenith in the 1964-65 fiscal year. The rapid rise in revenue 
from this tax in the 1960's was probably due to two main 
factors. First, there has been a rapid increase in the volume 
and value of imports. Between 1958 and 1966, the value of 
imports increased by over fifty per cent. Second, higher 
duties were imposed on most imports increasing the tariff 
1 
rate by about fifty per cent between 1958 and 1966. 
Revenues from export duties on the other hand declined 
in relative importance as depicted in Table 3. A number of 
factors might have caused this decline. First, the rates of 
the export duties (ten per cent ad valorem for the principal 
exports) had remained unchanged in the early 1960's. Second, 
the world prices for most Nigerian exports had fallen sub¬ 
stantially in the period after consideration and even in the 
1 
Adebayo Adedeji, Nigerian Federal Finance (New York, 




Export taxation in Nigeria is a tax on major exports 
such as groundnuts, ground nut cake and oil, cocoa, palm 
oil, palmkernel, raw and seed cotton and rubber. Even though 
over half the country’s GDP is derived from agricultural 
production, only a relatively small proportion of the 
country’s agricultural production is exported. Production 
for domestic consumption accounts for some eighty per cent 
of total agricultural output, while that for exports accounts 
for the balance and is only about one twelfth of the GDP. 
The importance of primary produce for export lies in 
the fact that they are the principal source of earning 
foreign exchange and a major source of government revenue. 
Table 4 illustrates the importance of the major export com¬ 
modities 1963-1965. 
1IM.d- > p. 158. 
TABLE 4 
VALUE OF MAJOR EXPORT COMMODITIES 1963, 1965 AND 1966 






















ground nut oil 
and cake 45.88 24.8 4?. 81 18.1 55.20 19.9 
Cocoa 32.36 17.5 42.69 16.1 28.25 10.1 
Palm oil 9.37 5.1 13.59 5.2 11.00 3.9 
Palm kernels 20.82 11.3 26.54 10.1 22.43 8.1 
Rubber 11.77 6.4 10.99 4.2 11.50 4.1 
Cotton 10.95 5.9 3.30 1.3 3.35 1.2 
Timber and 
Plywood 7.84 4.2 6.41 2.4 6.80 2.4 
Crude Petroleum 20.14 10.9 68.01 25.8 91.97 33.1 
Total Major 
Commodities 159.13 86,1 219.34 83.2 230.50 82.8 
Other Commodi- 
ties 25.70 13.9 43.99 16.8 48.20 17.2 
Total Domestic 
Exports 184.83 100.0 263.33 100.0 278.70 100.0 
Sources Review of External Trade, Statistical Studies FOS, Lagos, Federal Office of 
Statistics, 1965 (p. 1), 1966, and 1967 (p. 1). 
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Although the value and percentage of total exports of crude 
petroleum and groundnuts have shown significant increases 
from 1963 up to the present, other major export commodities 
have reflected declining trends. The value of cocoa rose 
from about 32 million pounds in 1963 to about 42.7 million 
Nigerian pounds in 1965 but drastically fell to about 28 
million pounds in 1966, partly owing to a fall in the world 
prices for this and other Nigerian commodities. Palm oil, 
palm kernels, rubber, cotton and plywood have similar problem 
of fluctuating prices. 
Export taxation in essence involves two types: export 
duties which are a federal tax, and produce sales (or purchase) 
taxes imposed on the export crops by the regions. Although 
produce sales taxes are purely a regional tax, all the regions 
have established the same rates, a good example of inter¬ 
governmental cooperation in the fiscal field. The current 
rates of the produce sales taxes are as follows: 
Cocoa 4 pound sterling per ton 
Palm oil 1 pound sterling per ton 
Palm kernels 1 pound sterling per ton 
Ground nuts 1 pound sterling per ton 
Soya beans 2 shillings and six pence per ton 
Cotton 1/10 of a penny per pound. 
Rubber 1/25 of a penny per pound1 
The advantages and disadvantages of export taxation are 
quite obvious. Export taxes are easy to collect in Nigeria 
where the most important crops are marketed through marketing 
boards. The marketing boards are government marketing 
The 1970 Year Book (Rates of Export Import Commodities) 
(Lagos, 1970), pp. 57-58. 
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agencies designed by the government as agents for compulsory 
saving by paying growers' prices below the world market 
level. If an exporting country is in a monopolistic position, 
and if the demand is inelastic, it can pass onto foreigners 
the whole or a large part of export tax. However, in none 
of the crops exported by the country does this condition pre¬ 
vail. The incidence of the tax therefore probably falls for 
the most part on the producers. 
Export taxes, on the other hand, by discriminating 
against non-exported commodities, affects the allocation of 
resources. It diverts output either to the home market or to 
illicit channels for export. Thus there are strong arguments 
both on economic and equity grounds against export taxation. 
However, this tax is most justifiable when the price of the 
commodity is much in excess of costs. Though export taxes 
can provide substantial funds for development programs in 
high-price years, they should not be relied upon as a regular 
source of government revenue since revenues from them are 
subject to the vagaries of world prices for primary produce. 
Import and Excise Taxes 
Table 3 has indicated the overwhelming importance of 
import duties as a revenue producer and the steadily growing 
importance of excise taxes in the revenue structure of the 
country. The taxation of imported and locally manufactured 
goods, like exports, falls within the federal sphere. But 
unlike export taxes, most of the revenues derived from 
import duties are shared by the federal and regional governments. 
19 
All the revenue from import duties on tobacco and 
motor vehicle fuels (motor spirits and diesel oil) is shared 
among the regions on the basis of regional consumption. 
Revenue from the import duties on beer, wine and spirit is 
retained exclusively for the federal government. Regarding 
excise duties, the constitution provides that the whole of 
the revenue from the excise duty on tobacco be distributed 
among the regions on the basis of proportionate regional 
consumption. An analysis of revenue components from excise 
is shown in Table 5» 
TABLE 5 
DERIVATION OF REVENUES FROM EXCISE DUTIES 









Tobacco 4.69 73.3 7.5 33.8 
Beer, wine and 
potable spirits 1.39 21.8 4.6 21.3 
Petroleum products — — 4.0 18.5 
General excise 
revenues 0.30 4.7 5.7 26.4 
Total revenues from 
excise duties 6.38 100.0 21.8 100.0 
^Adebayo Adedeji, Nigerian Federal Finance (New York, 
1969), p. 170. 
2_ 




STRUCTURE 0F REVENUES FROM IMPORT DUTIES IN MILLION POUNDS 
1961-62, 1964-65 AND 1965-66 
Imported Products 1961-62 1064-65 1965-66 
(1) Tobacco 3.72 3.35 2.92 
(2) Motor Spirit & Diesel Oil 7.10 12.69 10.24 
(3) Beer, Wine & Potable Spirits 3.90 2.08 1.68 
(4) Other Imports 42.22 65.30 60.06 
(5) Total Revenue from 
Import Duties 57.03 83.42 74.90 
(1) and (2) as a percentage of 
(5) 19.0 19.2 17.5 
3) as a percentage of (5) 7.0 2.6 2.2 
(4) as a percentage of (5) 74.0 78.2 80.3 
Sourcet Federal Government Gazettes and Economic Indicators. 
As may be seen from Table 6, revenues from import 
duties on tobacco, motor spirits, and diesel oil accounted 
for about nineteen per cent of total revenues from import 
duties, while revenue from beer, wine and potable spirits 
accounted for only seven per cent in 1961-62 and 2.6 in 1964-65 
and 2.2 in 1965-66. Revenues from other imports (general 
import revenue) accounted for about three quarters of total 
revenue from import taxes. Since the federal government retains 
seventy per cent of this revenue for its use, the proportionate 
revenue share of the federal and regional governments from 
import taxes is about sixty and forty per cent respectively.1 
1John F. Due, Taxation and Economic Development in 
TroB.ig.al Africa (Cambridge, 1963), p. 129. 
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Indirect Taxation Evaluation 
Indirect taxation in Nigeria, as indicated in the pre¬ 
ceding paragraphs, includes customs, excises and sales taxes 
of various forms. Customs however, constitute the primary- 
form of indirect tax, and on the whole, administering them 
is simple. It is widely argued that indirect taxation should 
play a major role in the tax structure of developing economies. 
In fact, of course, it does in Nigeria. The primary argument 
for indirect taxes is that they are not directly related to 
the earning of income, and thus unlike income taxes, do not 
constitute a disincentive to earn monetary income. 
At the same time since the indirect (commodity) taxes 
raise the costs of consumption relative to saving, incentive 
is provided to increase the percentage of income saved. By 
concentrating the burden upon persons spending high percen¬ 
tages of their income, these taxes force greater reduction 
in consumption per dollar of revenue than the income tax does. 
Furthermore, since the consumption taxes in Nigeria apply 
primarily to imported goods, they have been used to curtail 
luxury spending on such goods and thus lessen foreign exchange 
difficulties. With increasing external deficits on trade 
account, the Nigerian government had to depend on increases 
in tariff rates for dampening the demand for imports. Thus 
far, the tariff policy has achieved a measure of success in 
dampening the demands for imports and thereby reducing the 
imbalance in the country's terms of trade. 
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Another major argument, and perhaps the final one for 
indirect taxes, is the greater ease of administration since 
the taxes can be collected from the importer or large pro¬ 
ducer. It is for this reason, more perhaps than any other, 
that colonial tax systems from the earliest days concentrated 
on customs duties, and movement away from them has been diffi— 
cult and slow. 
While the above arguments have some merit, there are 
conflicting considerations as well. The effectiveness of the 
taxes in reducing consumption is weakened to the extent to 
which savings are made to buy goods in the future. While it 
is true that indirect taxes do not directly impinge on income, 
they do affect the utility of the income.^ When a country 
advances from a very under-developed state, money income might 
be desired by the population directly and immediately for the 
goods that can be obtained with it. Thus, to the extent to 
which these goods are taxed and made more expensive, the 
effect is almost the same as if the tax were imposed on income. 
Whether there will be a net increase or decrease in effort 
depends upon the relative importance of the income and sub¬ 
stitution effects, but under such circumstances, the net effect 
might differ little from that of an income tax. 
There are also equity matters relating to the selection 
of commodities to be taxed. If a limited number of luxury 
goods are subject to high rates, discrimination against the 
1 
John F. Due, Taxation and .Economic Development in 
Tropical Africa (Cambridge, 1963), p. 157. 
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persons preferring these goods over substitutes is inevitable. 
If significant revenue is to be obtained, items of wider con¬ 
sumption are required, and equity considerations again arise. 
With customs duties, the task of constructing tariffs that 
accomplish the desired ends is difficult. Moreover, high 
rates will encourage smuggling, already a problem of some 
magnitude in Nigeria. A recent Commission appointed by the 
federal government to probe some alleged problems in the 
country had this to says 
We have also had evidence about the low level of 
enforcement of the import and exchange controls. 
While such regulations anywhere in the world do 
encounter problems of enforcement, the impunity 
and openess with which the Nigerian regulations 
are being flouted have become a matter of public 
knowledge. Export produce, even cattle are 
smuggled across the border in quest of foreign 
exchange, banned imports are sold openly. 
Smuggled cars with their foreign licence plates 
are driven about under the noses of the law en¬ 
forcement officers. According to our information 
many of these anti-social activities are perpe¬ 
trated directly or indirectly by some of the 
most highly placed persons.1 
On the basis of the above, there are serious practical diffi¬ 
culties in establishing a tolerable customs and excise 
systems. In spite of few of their demerits, these taxes 
have played a major role in spurring the economic development 
of the country. To the oèxtent that these taxes have been 
used to curb imports, home industry has been fostered. Besides, 
the revenue realized from these taxes from imports and exports 
provide the needed funds for industrial development. 
1Federal Ministry of Information, Lagos, "Smuggling 
With Impunity", West Africa. No. 2796, January 9-15, p. 31. 
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One of the objectives of the governments' tax policy 
is to reduce the fluctuations in the level of economic 
activity through the impact of the government's revenue and 
expenditure policy on the level of total demand for goods and 
services. Downward swings in the level of economic activity 
leave resources idle, while inflationary pressures make it 
more difficult to maintain the rate of economic growth. In 
the Nigerian experience, the dependence of the public 
authorities on indirect taxation for the bulk of public reve¬ 
nues hampers the use of fiscal instruments for reducing fluc¬ 
tuations in the economic activity. Consequently, the Nigerian 
authorities may have to rely more on automatic built in sta- 
bilizers than on deliberate policy instruments. Such built 
in stabilizers are to be found in those elements of the reve¬ 
nue structure that are very sensitive to changes in the level 
of economic activity. For example, personal income taxes and 
company taxes show greater sensitivity to fluctuations in the 
national income than customs and excise taxes which are more 
sluggish. The next chapter covers Other taxes which are 
more flexible to fluctuations than indirect taxes. 
*Edith Whetham and Jean Currie, Readings in the Applied 
Economics Africa (Cambridge, 1967), Vol. 2, p. 130. 
CHAPTER 3 
DIRECT TAXES 
Personal Income Taxation 
Included within the structure of the country's direct 
taxes are personal taxes and company income taxes. Personal 
income taxation has a heritage from the colonial days. When 
Northern Nigeria was founded in 1906, Lord Lugard, a British 
official, introduced direct taxation together with the 
system of indirect rule . Long before British rule came to 
Northern Nigeria, there had existed an elaborate system of 
taxation.1 In introducing direct taxation, the intention of 
the British might have been to consolidate and cleanse the 
pre-colonial tax system (revenue which went mostly to the 
chiefs and rulers) of its imperfections. Also, the imposition 
of direct taxation by the British was, to a great extent, a 
means of exercising control over the people, besides pro¬ 
viding a source of revenue for both the government and the 
native authorities. Gradually, the direct tax soon became the 
financial foundation on which the native authority system was 
built. 
The direct tax in the North had the following features: 
It took the form of a rough income tax on each person. 
1J»C. Anene, Southern Nigeria in Transition (Cambridge, 
1966), p. 136. 
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Secondly, the income in question was usually derived from 
land, since the North was predominantly an agricultural 
economy. Also the basis of assessment for the tax was com¬ 
munal rather than personal. The native authorities have 
always played an important role in tax assessment and col¬ 
lection. 
Direct taxation finally came to Southern Nigeria when 
the system of indirect rule was extended to it in 191^. The 
direct tax in the South, however, had a simpler form since the 
Southern provinces did not have a traditional form of communal 
assessment nor the institutions nor large emirates with strong 
native authorities upon which the Northern tax was assessed 
and collected. Southern tax was both a poll tax (for adults 
whose income was not more than a certain assumed minimum) and 
a slightly progressive income tax (for persons whose incomes 
1 
were more than the assumed minimum.) 
In the income tax laws, there is an assumed minimum 
income for every male person who is sixteen years of age and 
2 
above and is not pursuing full time studies or apprenticeship. 
Such a person whether gainfully employed or not, pays a poll 
tax of 60 shillings in the West and Mid-West, 37a in the East, 
25 shillings in the North and 10 shillings in the Federal 
Capital of Lagos. This is a legacy of direct taxation. In 
fact, the community tax introduced by Lord Lugard early in the 
1Adebayo Adedeji, Nigerian Federal Finance (New York, 
1969), p. 187. 
2 
The assumed minimum income is 60 Nigerian pounds in 
the East and 50 pounds in the West and Mid West. 
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century still forms part of the Northern Nigeria income tax 
law. The Southern poll tax from its inception, has neither 
been an equitable nor a popular tax. Hicks-Phillips on 
Fiscal Commission set up by the federal government, commented 
on the tax as follows: 
Southern tax is a worse tax, both in principle 
and in practice, than the Northern one, many of the 
tax troubles of Nigeria spring from its defects.... 
The poll tax part of the Southern direct tax...like 
all poll taxes...falls with proportionately heavier 
weight upon the poorer than upon the wealthier of 
those people who are liable to it, and in conse¬ 
quence of this, it is a highly unpopular tax, so 
unpopular as to be a bad source of revenue.2 
As already mentioned in the preceding chapters, there 
were four income tax systems in the country between I960 and 
1966, and at present, there are twelve in the country. The 
Eastern Region introduced income taxation in 1956 and was 
followed by the West in 1957» and the North in 1962. In 1961, 
the federal government introduced the Income Tax (Lagos) Act, 
and the Income Tax Management Act.^ These Acts will be dis¬ 
cussed in subsequent chapters. 
The multiple income tax systems prevailing in the 
country, have had various problems. Some of these systems are 
neither modern nor progressive. For most people, the taxes 
are not taxes on income per se. Moreover, there are wide 
Personal Income Tax Law, 1962 (Northern Nigeria Law 
No. 6 of 1962), Part III, Sections 49-53» 
2 
Adebayo Adedeji, Nigerian Federal Finance (New York, 
1969), p. 187. 
-^Ibid.. p. 188. 
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differences in the rate structures of the four tax systems. 
Table 7 relates the average rates of taxes paid to total 
income and compares the rates of the four tax systems for 
incomes between 50 pounds (Nigerian pounds) and 700 pounds. 
TABLE 7 
COMPARATIVE AVERAGE PERSONAL INCOME TAX RATES ON INCOMES 










1 - 50 1.0 6.0 2.5 1.0 
51 - 100 0.5 6.0 2.5 3.0 
101-200 0.5 6.0 2.5 4.0 
201-300 1.0 6.0 2.5 5.0 
301-400 2.0 6.0 2.5 5.2 
401-500 2.6 6.0 3.2 5.6 
501-600 3.0 6.5 3-7 6.0 
601-700 3.2 6.5 4.0 6.0 
Family (Married Couple with Four Children) Receiving 
Maximum Allowances 
1- 50 1.0 6.0 2.5 1.0 
51-100 0.5 6.0 2.5 2.0 
101-200 0.5 6.0 2.5 2.5 
201-300 1.0 6.0 2.5 3.3 
301-400 0.7 4.5 2.5 3.7 
401-500 0.6 3.6 2.5 4.0 
501-600 0.5 3.0 2.5 4.2 
601-700 0.4 2.5 2.5 4.2 
All the regions except the East had regressive tax structures 
within this income range, and about ninety-nine per cent of 
Nigerian taxpayers are within this range. For the remaining 
■^Sources for Table 7 are Federal and Regional Tax Laws 
and Federal Finance and Taxation by Adebayo Adedeji, p. I89. 
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one per cent, their taxes increased proportionately with 
increased incomes. 
Tax Operation and Enforcement 
Rate Determination. 
Tax rates are determined by the state governments, 
though the federal government is empowered to review the budget 
estimates. The same jurisdiction is also responsible for ad¬ 
ministration and collection in cooperation with the local 
authorities. In almost all instances, all regional governments 
have ministry of local government to cooperate with the in¬ 
ternal revenue, which is the department of the regional govern¬ 
ment charged with the responsibility for tax assessment and 
collection. 
Tax Assessment„and Collection. 
The Tax Assessment Committee, comprising some officers 
or employees of the Internal Revenue and some elders or 
responsible community leaders - appointed by regional govern¬ 
ments is charged with the responsibility of tax assessment. 
Appointment of the assessment team theoretically at least, is 
on the basis of one's prestige in the district and knowledge 
of the area and peoples' incomes. In practice of course, 
selection of the assessment committee has rarely been without 
political considerations. Though cases of this nature are 
difficult to document, they do exist in the country. Generally, 
there is the tendency for the government to appoint its poli¬ 
tical allies as members of the assessment team in order to 
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promote the major party's political ideology. 
There is little scientific assessment of income or per¬ 
sonal taxes in the country, for the government and non¬ 
government employees, their tax computation is easy since 
they are governed by the PAYE Systems (Pay as you earn). 
Assessment of the income of the self employed taxpayers is 
indeed a problem. The assessment committees usually grade 
persons according to their knowledge of the general financial 
position of the taxpayers, with substantial use of external 
criteria, such as the size of the house, ownership of cattle, 
bicycle, motor vehicle and other items. In other words, tax 
liability is not actually measured by income, but by very 
rough indices, in terms of wealth or consumption. 
In Eastern and Western Nigeria, apart from PAYE, col¬ 
lection is in the hands of locally appointed collectors 
(appointed by the chiefs or local councils.) In the East, 
there are some 13,000 collectors. They receive a percentage 
(6% in the East) of the amounts collected. Northern Nigeria, 
collection is in the hands of the native authorities (except 
for employees subject to PAYE). 
The wide variations in the rates of taxation and per¬ 
sonal allowances in Nigeria have undoubtedly reduced the free 
mobility of resources, particularly of labor and capital, 
between the various parts of the federation. Employers whose 
^John P. Due, Taxation and Economic Development in 
Tropical Africa (Cambridge, 1963), p. 54. 
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activities extend beyond one state face considerable diffi¬ 
culties, their employees too suffer personal hardship when 
they are posted from relatively low to relatively high tax 
areas.* 
Table 8 shows the divergences in personal allowances 
and deductions. 
Adebayo Adedeji, Nigerian Federal Finance (New York, 
1969), p. 192. 
TABLE 8 
PERSONAL INCOME TAX ALLOWANCES IN NIGERIA (AS OF APRIL 1966) 
Federal West and 
Mid-West 
East North 
(a) Single Person 
(male) 300 pounds None None 240 pounds 
(b) Single Person 
(female) 300 pounds 300 pounds 100 pounds pro¬ 
vided income is 
less than 400 
pounds 
240 pounds 
(c) Married Man 100 pounds 200 pounds 
(in addition in addition 
to the per- to the perso- 
sonal nal allowance 
100 pounds but 




















as a stu¬ 






as for Federal 
Income Tax 
40 pounds for 
each child up to 
a maximum of three 
60 pounds for 
each child. The 
stipulations are 
the same as those 
in the Federal 
Income Tax Act 
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TABLE 8 — Continued 
Federal West and 
Mid-West 
East North 
(e) Child- Cost of school Cost of mainte- None Same as in the 
ren's bills to the nance and edu- Federal Law but 
education extent that they 
exceed 60 pounds 
subject to a 




&e) to a maxi¬ 
mum of 250 
pounds per 
child 
cation if it ex¬ 
ceeds the basic 
allowance of 40 
pounds to 210 pounds 
(maximum). This 
brings the total 
allowance (d&e) to 
250 pounds per child. 
The extra allowance 
to any individual 
is subject to a 
limit of 240 pounds. 
subject to a maximum 
of 500 pounds for 
any number of 
children 




to a maximum 
of 100 pounds 
up to a maximum 





paid on the 
life of the 
taxpayer or his 
spouse subject 
to a maximum of 
one-fifth of 
the taxpayers 







paid subject to 
a maximum of one- 
fifth of total 
income or 500 
pounds which¬ 
ever is less. 
Actual premium 
subject to a 
maximum of one- 
fifth of total 
income or 1,000 
pounds which¬ 
ever is less 
Actual premium 
subject to a 
maximum of one- 
fifth of total 
taxpayer’s income 
or 300 pounds, 
whichever is less 
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TABLE 8 — Continued 
Federal West and East North 
Mid-West 
(h) Passage 
allowance None None None Expenditure in¬ 
curred in the 
previous year by the 
taxpayer on himself 
or his dependents 
on transport to and 
from any place out¬ 
side Nigeria in 
pursuance of the term 
of his employment in 
Nigeria, subject to a 
maximum of 100 pounds 
for one person and 
overall maximum of 
600 pounds. 




All the states have been overly generous in their tax al¬ 
lowances, with the exception of the Eastern Region. Diver¬ 
gence in tax allowance is perhaps best illustrated by the 
taxation of women under the four systems. Under the federal 
and Northern Region tax laws, all taxpayers, without regard to 
sex, have the same tax reliefs: in the case of the first 300 
pounds of income under the federal law, end on the first 240 
pounds (Nigerian) of income under the Northern law. In the 
East, employed women have tax relief on the first 100 pounds 
of income, and in the West, women enjoy tax relief on the 
first 100 pounds of income. Men receive no relief in either 
1 
region. 
At the one extreme, Western and Eastern Nigeria provide 
no basic personal exemption at all, and thus require payment 
of a minimum tax from all adult males, with administrative 
discretion to exempt persons unable to pay. However, the tax 
is adjusted in terms of numbers of dependents. 
Evaluation - Personal Income Tax 
Though income taxation may tend to be the most effec¬ 
tive way to reach the above subsistence income of taxpayers 
in the country, it suffers however from rather obvious limi¬ 
tations which, of necessity, restrict the relative reliance 
on it compared to the use in more developed economies. Some 
of these problems are political while others are administrative. 
^John F. Due, Taxation and Economic Development in 
Trq.pica.1 Africa (Cambridge, 1963), p. 37. 
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The involvement of local authorities in personal 
income taxation is one of the major defects in the country's 
income tax system. Except in the East, the proceeds of the 
poll tax or flat-rate tax are received by the local authorities. 
In addition, local authorities in Western and Mid-Western 
Nigeria assess, collect and retain taxes on income in the 
range of 51~300 Nigerian pounds from self employed persons. 
The local authority also receives tax up to 300 pounds from 
salary earners under the PAYE scheme. In the North, 87.5 per 
cent of the revenue from the community tax and twenty per cent 
of the proceeds of the assessed income tax are received by the 
native authorities. This involvement of local authorities in 
income taxation has not only led to different tax structures, 
but to political and fiscal disputes between the federal 
government and the states. These factors have therefore ren¬ 
dered income taxation relatively unimportant both as a source 
of revenue and as an instrument of economic control. 
Another principal cause of the inefficient administra¬ 
tion of the tax system is partisan political interference. 
Dr. Adebayo Adedeji of the Institute of Social and Economic 
Research, Lagos, recently made the following observations: 
The régionalisation of income tax jurisdiction has 
resulted in some undesirable political consequences. 
Opposition parties, in their desire, no doubt 
legitimate, to defeat the governing parties at 
the poll, have critisied regional governments' 
income tax measures and have alleged discrimi¬ 
nation and nepotism in their administrations. 
And.the governments themselves have not been 
entirely free from narrow party political con¬ 
siderations in their tax measures and administra¬ 
tions. Thus it is obvious how the administration 
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of the income tax can inhibit the growth of 
the economy in an atmosphere of diametrically 
opposed policies.1 2 3 
Another major problem of income taxation in the country 
is that the tax systems have operated virtually in complete 
2 
disregard of the standards of equity. Tables 7 and 8 in the 
preceding chapter illustrate this very dearly. 
Most of the governments have regressive tax structures, 
and the economic impact os such tax is that tax burden falls 
proportionately heavier upon the poorer than upon the wealthier 
persons. This regressivity of the tax systems is further 
heightened by a number of other factors. First, certain forms 
of income (e.g. rental income, dividends, capital gains, 
expense allowances) are excluded from the income tax base. 
Secondly, evasion and tax avoidance is more characteristic of 
middle and upper income groups.-^ Thirdly, in the assessment 
process, there is a strong tendency for taxpayers with incomes 
above the assumed minimum income level to be taxed at this 
minimum level. Finally, there are additional flat rate local 
income and special (e.g. educational) rates levied on a per 
capita basis in the West, Mid-West and Fast. This non unifor¬ 
mity of tax to income not only sacrifices equity or ability 
1Adebayo Adedeji, Njggrian Ffi.dgr.aj Finance (New York, 
1969), p. 200. 
2 
John F. Due, Government Finance (Illinois, 1968), 
p. 388. 
3 
Oka G. Orewa, Taxation in Western Nigeria (Oxford, 
1962), p. 36. 
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of people to pay as equals, but also creates excess burdens. 
There is also the enforcement problem. Apart from 
the problem of limited coverage, the tax is confined to a 
relatively small percentage of the population. The tax of 
those on subsistence is rather difficult to assess and enforce. 
This problem therefore tends to breed corruption among the 
tax assessment team, a situation which may lead to under¬ 
assessment or over-assessment of some taxpayers. In effect 
therefore, this situation also tends to lead to tax evasion 
and poor tax collection. 
Table 9 demonstrates the degree of tax assessment and 
collection in Western Nigeria on incomes up to 300 Nigerian 
pounds during the period 1962-63 and 1963-64. The defective 
assessment and collection machinery at all levels of the 
government are probably some of the causes of under assessment 
and poor collection. 
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TABLE 9 
TAX ASSESSMENT AND COLLECTION IN WESTERN NIGERIA ON INCOMES 
UP TO 300 POUNDS, 1962-63 AND 1963-64 
Pounds 
1962-63 1963-64 
(a) Amount assessed for collection 2,327,367 2,050,201 
(b) Arrears of tax brought forward 
from past years 229,871 713,601 
(c) Total tax due 2,557,238 2,763,802 
(dj Actual collection 1,625,836 1,593,798 
(e) Actual collection as a percen¬ 
tage of total amount due 63.6 57.9 
Source: Regional Tax Board, Western Nigeria Ministry of 
Finance. 
In the matter of simplicity, the Nigerian income tax 
has much to he desired. If the personal income taxation is 
to become an important and growing source of revenue for the 
very needed soaring government expenditures and as a means of 
controlling the cyclical vicissitudes of the economy, the 
federal government should assume jurisdiction over it. The 
revenue accruing from it could be shared among the various 
governments in accordance with an agreed formula. It is dif¬ 
ficult to say precisely what will be the attitude of the state 
governments to such a plan, having been firmly established 
with control over income tax. Also, the federal government 
should strive to achieve some degree of tax harmonization as 
40 
has been achieved in East Africa.1 The governments of Kenya, 
Zambia, and Tanzania have operated a uniform income tax 
system since 1939, when they were all British dependencies. 
Though harmonisation may simplify the Nigerian tax systems, 
it may not solve other problems already discussed. Immediate 
steps are required for, reasons both of equity and revenue 
yield, to eliminate the regressivity within the tax systems. 
This therefore, would require a reconsideration of the rate 
structure and also personal allowances and exemptions. It 
also requires the widening of the concept of taxable income 
to include such elements of income as rental income, capital 
gains, interest and gifts. The governments should have 
some degree of strictness on tax enforcement officers and 
collectors who are found guilty of corruption in the course 
discharging their duties. It is by these reforms that income 
tax systems can achieve such other desirable fiscal goals as 
equity and allocative efficiency. 
Company Income Tax 
The taxation of public companies falls within the 
port-folio of the federal government. This federal control 
has been justified for many compelling reasons in the overall 
national interest. The major one is of course the encourage¬ 
ment of industrial and commercial investment, whether from 
1Edith H. Whetham and Jean I. Currie, Readings in 
Applied Economics of Africa. Vol. 2 (Cambridge, 1967), p. 45. 
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overseas or domestic sources. Tax is charged on the profits 
of companies in accordance with the provision of the com- 
i 
panies Income Tax Act, 1961. This Act together with the 
2 
Industrial Development (Income Tax Relief) Act have been 
used as instruments for promoting industrial, agricultural, 
and commercial development, and for channelling the activities 
of these companies to productive and risky investment. 
The Companies Income Tax Act provides liberal depre¬ 
ciation allowances for capital expenditures, such as for 
machinery and fixtures, the construction of buildings, and 
the development of mines and plantations. Initial allowances 
are provided at the following rates for qualifying for capital 
expenditures : 




Non industrial Buildings 
40 per cent 
25 per cent 
20 per cent 
25 per cent 
Nil. 
In addition to these initial allowances, annual 
allowances are given at a reducing balance basis at the 
following rates: 
Plants - varying rates depending on the life of the 
particular asset in question. 
Mines - fifteen per cent or such higher rate as may be 
appropriate in view of the rate of exhaustion 
of the mineral deposits. 
Buildings - (whether industrial or not) - ten per cent. 
Plantations - according to the productive life of the 
plantings. 
^"Federal Ministry of Information, Industrial Directory 
(Lagos, Federal Ministry of Industry, 3rd Edition, 1965), p7 37. 
2Ibid.. p. 32. 
CHAPTER 4 
ALLOCATION OF THE POWERS OF TAXATION AND TAX REVENUES 
The federal government of Nigeria by its federal nature, 
tries to maintain fiscal equilibrium between the federal level 
and the states, though with extreme difficulty. The federal 
authority as well as the state governments are expected to 
equate marginal sacrifice with marginal benefit. There is 
however no guarantee that the principle does operate for the 
country as a whole, since the federating states are invaria¬ 
bly at different levels of economic prosperity. Thus, this 
makes it almost impossible for the federal government to 
achieve an over-all fiscal equilibrium. 
As a result of the structure of the federation, the 
following fiscal problems do arises 
(a) Allocation Problems The federal and the state 
governments, being constituted authorities strive 
for both fiscal and political powers. This, there¬ 
fore, makes it absolutely necessary for their powers 
and functions to be clearly defined. Whatever may 
be the basis for dividing the spheres of government 
between these levels, each should be given adequate 
fiscal powers if it is to be able to discharge its 
duties and responsibilities and still preserve its 
antonomy. 
(b) Problem of Fiscal Adjustments Fiscal adjust¬ 
ment in a federation such as Nigeria is necessitated 
1 
1968), p 
Adebayo Adedeji, Nigerian Federal Finance (New York 
. 10. > 
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^3 
by a number of factors. First, there is the 
problem of resolving the imbalance of resources 
and needs between the federal and regional 
governments. Second, there is the problem of 
harmonising income with needs in the different 
regions. Third, there is the need to ensure 
that economic equilibrium is achieved for the 
federation as a whole. And finally, there is the 
need to level up so that the poor regions are raised 
and the level of services provided in the diffe¬ 
rent regions is equalised. 
In trying to overcome some of the above basic problems 
of federal finance to achieve the desired economic equili¬ 
brium, the federal government has been given constitutional 
authority to impose direct and indirect taxes, and the power 
to transfer resources from the relatively more developed 
parts of the country to the relatively less developed parts 
by means of grants-in-aid. 
The tax jurisdiction and revenue allocation in the 
Nigerian fiscal system which operated between 1960-1966 as in 
Table 10 had undergone series of modifications since 1914 
in accord with political and administrative changes in the 
country. 
Revenue Allocation 
One of the most pressing problems in any federal govern¬ 
mental system, is that of the allocation of revenue sources, 
and particularly taxes between the federal and regional 
governments. The federal principle requires that the federal 
and state governments be coordinated but independent of each 
I 
other within their spheres of competence. In the field of 
1 
A. Scott, The Economic Goals of Federal Finance (New 
York, 1964), pp. 241-288. 
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public finance, this means independent and coordinate tax 
jurisdictions. And with independent financial resources 
and distinct junctions goes independent public expenditure 
policy. The federal principle carried to its logical con¬ 
clusion, limits the federal government’s ability to act as a 
coordinator to induce over-all equilibrium expected of the 
central government. This has been a problem confronting the 
Nigerian federal government. 
General Gowon, on the occasion of the tenth anniver¬ 
sary of Nigeria's national independence set out nine points 
in his program for a return to civilian rule in 1976. One of 
these, is the introduction of a new revenue allocation.'1' An 
appropriate method of allocating revenue between the federal 
government and the states is an urgent and pressing issue. 
At the end of the civil war, the federal government in 1970, 
set up a new commission to make recommendations for an appro¬ 
priate revenue allocation on the basis of the twelve-state 
structures. Even though the commission (Dina Commission) has 
already investigated the problems and made recommendations to 
the military rulers, the report has so far been buried. 
Whether the army will be able to enforce a solution to the 
knotty problem will be a measure of its continuing authority. 
Tax jurisdiction and revenue allocation as it presently exists 
in the country is shown in Table 10. 
David J. Murray, "The Federation of Nigeria," Current 
History (March 1971). p. 161. 
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Derivation Principle 
Under the former federation, allocation of tax reve¬ 
nue was based on two principles* derivation and need for 
funds.1 Under the derivation principle, revenue was allo¬ 
cated principally on the basis that revenue was returned to the 
region from which it was drawn. Currently - since April 
1970 - a different interim arrangement has been operating, 
whereby the size of population in a state is an important 
factor. All the regions have been disenchanted with the 
derivation principle. The principle applied in full to the 
import duty on motor spirit, to half the proceeds of the im¬ 
port duty on tobacco, to revenue from excise and export 
duties, and to revenue from all other import duties. The 
North and the East in the early 1960’s were extremely critical 
of the derivation principle, that it favored the West at their 
expense, since the West was more involved with the export and 
import sectors. Professor Adedeji, now the federal commissioner 
for Economic Reconstruction and Development, condemns the 
2 
derivation principle as myopic • 
^John Due, Taxation and Economic Development in 
Tropical Africa (Cambridge. 1963). p. 129. 
2 
Elliot J. Berg, "Economic Development Studies," 
Journal of Economic Literature. IX, No. 1 (1971), p. 97. 
TABLE 10 
TAX JURISDICTION AND REVENUE ALLOCATION IN THE NIGERIAN FISCAL SYSTEM, 1960-661 
Tax Jurisdiction 
I. Import Taxes 
(a) Import duties on tobacco 
(b) Import duties on motor vehicle 
fuel 
(c) Import duty on beer, wine and 
potable spirits 
(d) General import duties or import 
duties (other) 
Federal Tax; one hundred per cent of the 
revenue from the tax distributed among 
the regions on the basis of proportionate 
regional consumption. 
Federal Tax; one hundred per cent of the 
revenue from the tax distributed among 
the regions on the basis of proportionate 
regional consumption. 
one hundred per cent of revenue from the 
source retained by the federal government. 
seventy per cent of the revenue from the 
tax retained by the federal government 
and thirty per cent paid into the Distri¬ 
butable Pool Account, whose funds are 







TABLE 10 — Continued 
Tax Jurisdiction 
II. Export Taxes 
Export duties on all produce Federal Tax; one hundred per cent of the 
proceeds of the tax allocated to the 
regions on the basis of derivation, i.e., 
share of each region in the production of 
each produce. 
III. Excise Taxes 
(a) Excise duties on 
tobacco 
(b) Excise duty on beer 
IV. Sales Tax 
one hundred per cent of revenue from the tax 
allocated to the regions according to 
consumption 
Federal Tax; one hundred per cent of revenue 
from the tax retained by the federal government. 
(a) Produce Sales Tax 
(b) Purchase/Sales 
Tax on motor vehicle fuel 
Regional tax and revenue source. 
Regional tax and revenue source. 
(c) General Sales Tax 
V. Direct Tax 
Federal Tax and revenue source. 
(a) Personal Income (Direct) Regional Tax; in the case of the East, revenue 
Tax on Africans outside from the tax is retained for regional government 
Lagos use; in the other regions it is shared between 
the government and local native authorities. 
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TABLE 10 — Continued 
Tax Jurisdiction 
(b) Personal Income (Direct) 
Tax on Africans residing 
in Lagos 
(c) Personal Income Tax on 
Non-Africans 
(d) Company Tax 
VI. Mining and Mineral Tax Mining 
Rents and Royalties 
VII. Miscellaneous Taxes 
Licences, fees, rent of govern¬ 
ment property, earnings of 
government property 
VIII. Statutory Allocations and 
Grants 
Federal Tax and revenue source; part of the 
proceeds allocated to the Lagos City Council 
Regional tax and revenue source. 
Federal Tax and revenue source. 
revenue from the tax shared as follows» 
fifty per cent to region of origin; twenty 
per cent to the federal government; thirty 
per cent to Distributable Pool. 
concurrent jurisdiction and revenue 
source between the federal and regional 
governments. 
A Distributable Pool was created; thirty per 
cent of general imports revenue and thirty 
per cent of miring rents and royalties are 
credited to the Pool. The Pool is then allo¬ 
cated among the regions as follows t From 




Southern Cameroons 5$ 
From October 1, i960 to August 8, 1963* 
North 4o/95th 
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Source» Adebayo Adedeji, Nigerian Federal Finance (New York, 1969), p. 282, 
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Nigeria's experience shows how yesterday's poor Eastern 
region becomes today's oil site. The principle tends to 
overlook the fact that the states are at different levels of 
economic development. Revenue allocation based on this principle 
obviously tends to intensify economic inequalities. It leads 
to clash of economic interests between rich and poor regions 
and strains of a plural society generally. Besides, there are 
statistical deficiencies in breaking down accurately federal 
revenues by regional origins and this causes, to some extent, 
inter-regional squabbling. Thus far, the derivation principle 
is seen as an independent cause of divisiveness. 
Financial Need 
The other principle of revenue allocation and adjust¬ 
ment is on the basis of financial need. In assessing fiscal 
need, full cognisance is taken of revenue effort and the 
level of public services in the claimant’s states, like the 
derivation principle, the principle of financial need has 
under gone similar rejection. 'Need' is a relative concept, 
and in the uneven development of Nigeria’s regions, its appli¬ 
cation raises particular problems. The former Eastern Region 
was also opposed to this criterion of need on the grounds 
that it would tend to impede national economic development 
by restraining the free flow of factors of production into 
these areas of greatest potential economic growth.1 
1 




To avoid a revenue allocation system that depended 
too much on derivation, and to establish at the same time a 
system capable of taking into account the differing needs of 
1 
the regions, a Distributive Pool Account was set up. Into 
this account was paid thirty per cent of the revenue from 
mining rents and royalties, and thirty per cent of the revenue 
from import duties. Other than duties on tobacco, motor 
spirits (including diesel oil), beer, wines and potable spirits 
duties of which are retained in full by the federal government. 
One of the problems with the Distributive Pool Account 
was in regard to the formula for allocating the funds to the 
states. The four factors taken into account in the allocation 
of funds were: First, the preservation of continuity in 
government services, second, the minimum responsibilities 
which a government has to meet by virtue of its status as a 
government, third, population as a broad indicator of need, 
since this determines the scale of the services which each 
government has to provide, and fourth, the balanced develop- 
2 
ment of the federation. 
On the basis of the above criteria, the following 
percentages as representing an equitable sharing of the Distri¬ 
butive Pool Account, have applied to the regions:-^ 
1 
John Due, Taxation and Economic Development in 
Tropical Africa (Cambridge, 1963), p. 129. 
2 
Adebayo Adedeji, Nigerian Federal Finance (New York, 







40 per cent 
24 per cent 
31 per cent 
5 per cent 
100 
In 1961 , when the Southern Camerouns opted out of the fede¬ 
ration, the funds in the Pool were allocated among the regions 
according to the following fractionsi 
This was because the regions could not agree on a basis for 
sharing the five per cent which became available after the 
departure of Southern Camerouns. The Distributive Pool 
though it has ameliorated to some extent, the Derivation 
Principle, has had one major limitation. Of the four factors 
enumerated, only the population criterion is quantifiable. 
Since, other criteria cannot be quantified, discussions on 
them for review purposes are generally broad and at times 
politically oriented. Besides, the allocation system is 
written into the constitution and cannot be altered except 
by action of the legislatures of two regions and Parliament. 
Even though the constitution provides, that the federal 
government shall appoint a commission to review allocation 
from time to time, the rationale for revenue allocation is 
far from being logical since some state governments are rather 








TAX POLICY AND ECONOMIC DEVELOPMENT 
Most tax policies of the Nigerian federal government 
are designed to foster economic development. In designing 
such policies, the government has made clear its desire that 
foreign investors should assist with the development of 
industry and has demonstrated its ability to provide the 
basic conditions in which industry can flourish.'*' The 
government realizes that in order to exploit fully the poten¬ 
tialities of the country and raise the standard of living of 
the people, overseas capital, skills and experience will be 
required. Consequently, the government's policies, atti¬ 
tudes, laws and regulations are generally favorable to private 
investment. As far as 1958, the government had issued a 
statement unequivocally welcoming outside participation in 
the country. It has repeatedly given assurances that it has 
no plans for nationalization of industry to any greater extent 
than certain public utilities. 
■^Federal Ministry of Information, Industrial Directory 
(Lagos, 1965), p. 32. 
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Government Incentives to Industrial Development 
The federal government, which has exclusive powers in 
the fields of company taxation and tariff policy, offers 
special incentives to industrial enterprises where such assis 
tance is held to be in the overall economic interest of 
Nigeria. These are embodied in four acts: the Industrial 
Development (Income Tax Relief) Act, 1958; the Industrial 
Development (Import Duties Relief) Act, 1957» the Customs 
Duties (Dumped and Subsidized Goods) Act, 1958); the Customs 
(Drawback) Regulations, 1958; and the Income Tax (Amendment) 
Act, 1958.1 
(a) The Industrial Development (Income Tax Relief) Act. 
The object of the Act is to encourage the development 
or establishment of such industries as the government may 
consider to be beneficial to Nigeria and to which assistance 
would be in the public interest. By making relief from 
income possible during the early years of public companies 
2 
engaged in 'pioneer industries,' this Act is designed to 
attract capital for the development of natural resources and 
the expansion of her industrial capacity. 
Before benefits provided by the Act can be obtained, 
the industry proposed to be established, has to be declared a 
pioneer industry by the government by a grant of a pioneer 
2 
Edith H. Whetham and Jean I. Currie, Readings in 
Applied Economics of Africa. Vol. 2 (Cambridge, 1967), p. 132 
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certificate. The grant of pioneer status to such a company- 
entities it to tax relief for a period of years, provided 
a minimum qualifying capital expenditures of 5,000 Nigerian 
pounds has been incurred on fixed assets before production 
commenced. Where, by the end of the two years, the amount 
of qualifying capital expenditure incurred by the company 
has reached 15,000 pounds, relief will be granted for a further 
year. If by the end of that extended period the total reaches 
50,000 pounds, another year will be added. A final year, 
making a total of five years in all, will be given if the 
qualifying capital expenditure reaches 100,000 pounds at the 
l 
end of the fourth year. If losses are incurred during the 
tax holiday, a further extension may be given for each 
accounting period within the tax holiday in which a loss is 
incurred, the tax relief period is extended by the same 
period. Also, there is no withholding tax as such on payment 
of dividends. 
(b) The Industrial Development (Import Duties Relief) Act. 
The Act was based on the recommendations of a committee 
set up to advise on the stimulation of Nigerian industry by 
giving it relief from import duty and tariff protection. The 
Act allows the repayment of import duties to be authorized 
on materials brought into the country for use in the manu¬ 
facture or processing of goods or in the provision of services, 
provided that certain conditions are met. 
■^Federal Ministry of Information, Industrial Directory 
(Lagos, 1965), p. 33. 
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To qualify for relief, an applicant must satisfy the 
federal government that it is impossible to provide the goods 
or services in question at prices low enough to compete with 
the imported equivalent, or that the imported finished article 
bears a lower proportion of import duty than the materials 
imported to manufacture the same article in Nigeria. 
The federal government must also be satisfied that any 
repayments to be made are to the overall economic advantage 
of Nigeria, having regard to certain criteria. 
Any relief given may be restricted both as to the 
amount of duty to be refunded annually and as to the period of 
relief, the maximum being 10 years. As with income tax 
relief, import duties relief is intended as a measure of 
temporary assistance in order to enable a new industry to be 
established in Nigeria, or for an already established industry 
to be developed on a scale suitable to the country's overall 
economic requirements. 
(c) Approved User Scheme. 
Under the Approved User Scheme, manufacturers approved 
on that behalf by the government may be permitted to import 
either duty free or at a concessionary rate of duty certain 
materials specified in the Customs Tariff, for a period not 
exceeding three years.1 
1Ibid. 
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(d) The Customs Duties (Dumped and Subsidized Goods) Act. 
This Act permits, when necessary, the imposition of a 
special duty on any goods which are being dumped in Nigeria 
or are subsidized by any government or authority outside 
Nigeria. The right to exercise this power is vested in the 
federal government which must be satisfied both that material 
injury will not be threatened, or caused, by the entry of 
such goods to a potential industry in Nigeria and the impo¬ 
sition of a special duty will not conflict with Nigeria's 
obligations under the General Agreement on Tariff and Trade.1 
(e) The Customs (Drawback) Regulations, 1958. 
Under these regulations, importers could claim, in 
certain circumstances, repayment of import duty. Repayment 
was made in fulli 
(i) if goods were exported in the same state as that 
in which they were imported. 
(ii) if materials were imported for use in the manu¬ 
facture of goods and then exported. 
(iii) on paper imported for use in the manufacture of 
educational establishments. 
(f) The Income Tax (Amendment) Act. 1958. 
This Act has as its objective, the granting to companies 
of a very much quicker write-down of their capital assets in 
the early years of trading, so as to enable them to amortize 
1lbid. 
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their capital assets during their formative years. It also 
helps the companies to build up liquid reserves at an early 
stage. 
The initial capital percentages for the write down of 
capital assets in the case of machinery have been increased 
from nil to 40 per cent. This is in addition to the ordinary 
annual write-down of five per cent to 15 per cent. Thus in 
the first taxable year of its existence, a company would be 
enabled to write off from profits, for the purposes of compu¬ 
ting taxable income, some 50 per cent of the capital value of 
the machinery employed in that company.^ 
Where the taxable income of a company does not absorb 
fully the capital allowances claimed, the unabsorbed balance 
may be carried forward indefinitely against future taxable 
profits but for a limited period of 10 years. The Income Tax 
(Amendment) Act does not merely apply to pioneer companies. 
These benefits accrue to all companies both public and private 
which operate in Nigeria or overseas, and are not confined to 
companies engaged in pioneer industries. 
Tax Harmonization Measures 
Apart from the above tax incentive measures, other tax 
measures include the Income Tax Management Act and the Estab¬ 
lishment of a Joint Tax Board-^ which are essentially designed 
1Ikid. 
2Ib.id.. p. 34. 
3 
-'Adebayo Adede.ii, Nigerian Federal Finance (New York. 
1968), p. 179.  
59 
to achieve, at least, some degree of tax harmonization. The 
Income Tax Management Act, although it was the first serious 
attempt at harmonizing the income tax laws of the various 
governments, has merely mitigated the evils of complete 
regional autonomy in the income tax field. Another attempt 
which has been made to mitigate the defects of regional 
jurisdiction of personal income taxation is the establishment 
of a joint Tax Board which is called upon to use its best 
endeavors to promote uniformity in the incidence of tax on 
individuals throughout Nigeria. 
Tax Incentives - Conclusions 
Opinions do differ as to what extent tax incentives 
have fostered economic development. Admittedly, some incen¬ 
tives such as tariff protection and duty relief have direct 
effects which are readily quantified. Other incentives such 
as tax holidays and freedom to repatriate profits are more 
complex in their effect and more difficult to rationalize 
into trustworthy numerical terms. 
Granting of tax incentives is punctuated with problems 
which may defeat the purpose for which the particular incen¬ 
tive is intended to serve. In Nigeria, approval was provided 
for about fifty pioneer industries between 1959 and 1962, and 
an approximately similar number were pending in 1962.1 The 
greatest difficulty in Nigeria has been the long delay in pro¬ 
cessing applications, often from five months to one year. This 
1Ibid.. p. 154. 
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delay, not only is costly to the firms, but may actually 
result in investment taking place later than it would without 
the program. More speedy handling of the program would re¬ 
quire honest and additional personnel, and they are very 
scarce under the circumstances. 
There are other difficulties as well. The gains to 
the firms from the concessions are sometimes offset by re¬ 
quirements as to location of plant and other factors imposed 
as conditions. There is also basic issue relating to monoply. 
The concession is granted to one firm in an industry, and 
then a potential competitor seeks it} should this be granted? 
Two international aspects should be noted. The effec¬ 
tiveness of the program for any one country is of course 
lessened as others in the area adopt the same program. Second, 
with foreign-held companies, some of the benefit of the tax 
saving may be lost in the form of higher taxes paid to the 
home country. This could however be avoided. At present, 
British tax law allows the firm to retain the benefit from 
concessions given to British firms in Nigeria.1 
There are also grave questions about the significance 
of the concessions for investment policy. At best, they 
represent merely one element in the picture. It is often 
argued that the tax advantage is mainly psychological, the 
concession is a symbol of favor towards private enterprise. 
But even this may be offset by other government policies, as 
1John F. Due, Taxation and Economic Development in 
Tropical Africa (Cambridge, 19^37, p. 154. 
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it has been in large measure in Ghana. Whatever might he 
the pros and cons for the tax incentive programs, it is in¬ 
disputable that such measures are helpful to the business 
and the entire economy as a whole. Relevant to this situation, 
the Nigerian cement industry had this to say: 
But there is another reason why profits, 
especially net profits, have been quite high. 
The company enjoyed up to 9 December 1962 the 
benefit from the Industrial (Income Tax Relief) 
ordinance which gave it a five year tax free 
period. We can appreciate the importance of 
this when we realize that the federal government 
tax rate of company profits is 40 per cent. 
If Nigercem had been paying the tax, its 
profits after tax would have been only 60 per 
cent of the net profits.2 
The cumulative effect of both the generous depreciation 
allowances and the tax holidays granted under the Industrial 
Development (Income Tax Relief) Act is that revenues from 
company income taxation represent a small proportion of total 
tax revenue even though the tax rate is somewhat high. 
Revenue from the company income tax stagnated for the years 
1963-64 and 1964-65. It was seven per cent of total revenue 
in 1961-62, decreased to: 
3.7 per cent in 1962-63* to 
5 per ceht in 1963-64, and 
5 per cent in 1964-65 and to 
5.4 per cent in 1965-66.3 
Yet the number of companies, both private and public has 
increased very substantially over the years. Although it is 
1Ibid.. p. 154. 
2 
Adebayo Adedeji, Nigerian Federal Finance (New York, 
1968), p. 204. 
~^Ibid.. p. 205. 
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difficult to estimate the potential revenue which has been 
lost owing to the generous treatment of companies, it seems 
unlikely that the revenue sacrifice is out of proportion to 
the gains in increased investment induced by the provisions 
of the acts. Therefore, the federal government should exer¬ 
cise some degree of conservatism in granting tax concessions 
to businesses in order to prevent existing favored benefici¬ 
aries from entrenching themselves and perpetuating the in- 
efficiences that the preferential treatment may engender. 
CHAPTER 6 
ROLE OF TAXATION 
Taxation in both developed and developing economies 
has specific purposes to achieve. It may be a revenue source 
or for purposes of stabilization. Emphasis usually differs. 
In Nigeria however, like any other developing economy, the 
emphasis tends to be on the facilitation of economic develop¬ 
ment to the maximum extent possible. It is the optimum tax 
structure that can achieve this objective. An optimum tax 
structure1 therefore will aid economic development to the 
extent to which it: 
(a) Restricts consumption expenditures without im¬ 
pairing total output, and thus increases the 
potential rate of capital formation. 
(b) Encourages investment in new capital goods. 
(c) Channels investment into the avenues which 
contribute the most to economic development. 
(d) Increases total factor supply or factor unit 
efficiency. 
This optimum tax structure, that most developing nations 
struggle to achieve but rarely can attain, also provides con¬ 
tinuing maximum revenue productivity consistent with the 
optimum rate of growth. This requires a tax structure that 
1 




is automatically adaptive to a developing economy, and 
thus has a high degree of income elasticity of tax revenue. 
This element is however lacking in the Nigerian tax structure 
since the income tax to some degree is regressive in most of 
the states. 
In addition, the tax structure should be feasible of 
effective administration with a minimum use of scarce re¬ 
sources. Besides, the structure must accord with accepted 
standards of equity. These elements are also lacking in the 
country's tax structure due to the multiplicity of the tax 
rate structures and defective enforcement machinery. In the 
light of this analysis, it is, therefore, obvious that the 
Nigerian tax structure has been somewhat more successful in 
stimulating economic development, than in attaining equitable 
distribution of income. 
Uses of Tax Revenues 
To accelerate economic development, government tax 
revenue has been put to various uses such as directly pro¬ 
ductive ventures (Nigerian Air Ways Corporation, Electricity, 
Oil Companies), investment in the infra structure, social 
services such as secondary schools and universities and 
hospitals and for defense. Table 11 depicts the various 
expenditure components to which tax and non-tax revenues 
have been utilized. 
TABLE 11 
FEDERAL GOVERNMENT REVENUE AND EXPENDITURE IN THOUSANDS OF POUNDS 
1963-64 1964-65 1965-66 1966-67 
RECURRENT REVENUE 
Customs and Excise(s) 87,561 111,579 112,514 108,667 
Direct Taxes 7,437 8,183 11,795 16,041 
Mining 6,504 10,311 15,550 18,372 
Post and Telegraphs 5,323 6,119 6,761 
- 26.513 Others 17.751 f 3,356 
149,566 
1^15_. 
Total 124,576 1607935 169,598 
RECURRENT EXPENDITURE 
Direct Expenditure 72,434 74,680 82,563 93,842 
Statutory and Non-statutory 
Appropriation to States 49,004 63,731 65,636 68,604 
Appropriation to Development Fund -Jx£00- 868 _ 10,074. 6.629 
Total 124,438 139,279 158,273 169,075 
RECURRENT BUDGET SURPLUS ( + ) 
DEFICIT (-) + 138 +10,287 + 2,662 + 523 
CAPITAL DEVELOPMENT FUND RECEIPTS 
Grants 260 144 461 1,072 
Internal Loans 20,037 15,036 14,057 20,000 
External Loans 871 13,004 20,052 16,562 
Appropriation from Revenue 3.000 868 - 10^074 
44,644 
_ 6.629 
Total 24,168 28,764 44,263 
CAPITAL DEVELOPMENT FUND 
EXPENDITURE 
Transport and Communications 9,568 9,632 13,535 12,312 
Other Economic Services 10,619 9.011 11,212 9,989 
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TABLE 11 — Continued 
1963“64 1964-65 1965-66 1966-67 
Education 
Other Social and Community Services 
General Administrations 
Defense 
Justice and Police 
Financial Obligations 
Loans and Grants to States 
Total 
OVERALL SURPLUS (+)/DEFICIT (-) 
1,916 2,851 2,816 2,108 
1,771 2,593 2,565 903 
6,566 7,645 3,647 2,671 
4,105 5,163 6,747 4,723 
1,555 2,108 1,384 880 
579 1.613 H5 1,939 
8.862 11.922 14.007 16.896 
45,029 52,691 56,028 54,421 
■20,724 -13,640 - 8,722 - 7,635 
Sources Nigeria Year Book (Lagos, 1970), p. 121. 
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Expenditure Components and Trends 
Of the major expenditures components, government ex¬ 
penditure was greatest in respect of transport and communi¬ 
cations. This was necessary for purposes of developing an 
infra structure conducive to investment and development. Ex¬ 
penditure increased for 3 years consecutively and declined in 
1966-67 perhaps as a result of civil war fears which to some 
degree disrupted development programs. 
Expenditure on trade and industry, primary production, 
cooperatives and electricity came next. This expenditure 
declined in 1964-65 and also in 1966-67. As shown above, it 
is possible that expenditure programs could have been inter¬ 
rupted by preparations for the civil war. 
In respect of defense, expenditure gradually increased 
for the first three years and declined in 1966-67. It is 
really surprising why expenditure for defense declined at the 
stage when the country was preparing for the most horrible 
and brutal war in the history of the nation. Since 1967 
when the civil war began, defense expenditure has sky roc- 
ketted in astronomical proportions. 
Educational expenditures increased during the first 
two years and declined for the last two years. This decline 
in educational expenditures does not in anyway imply a 
diminishing importances for education. On the other hand, it 
might seem to reflect a transfer of responsibility from the 
federal to the state governments since education is an impor¬ 
tant responsibility of the state governments. The University 
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of Ibadan and the University of Lagos are federal responsi¬ 
bilities. Apart from these two prominent universities, 
there are in operation the Ahmadu Bello University of Zaria 
founded in 1962, the University of Ife founded in 1961 and 
the University of Nigeria, Nsukha opened in I960. All these 
other universities are funded by the federal government, through 
grants. Tax revenue is not only used for higher education, 
but also for the support of elementary, primary and secon¬ 
dary schools since education is rather essential for the 
development of human resources. 
Some tax revenue is also used for giving subsidies to 
the farmers to enlarge their farms and increase productivity 
with the purpose of having prices of some of the commodities 
within a manageable range. It is difficult to rationalize 
whether tax revenue has been put to maximum use. But in the 
light of the steady growth rate depicted in paragraph one, 
it seems plausible that the country's tax revenue was being 
utilized for development purposes. If the tax structure and 
the enforcement machinery will be improved, tax evasion would 
be curtailed and greater revenue would result, funds most 
needed for capital projects. 
CHAPTER 7 
TAXATION AND ECONOMIC DEVELOPMENT OF NIGERIA: 
FUTURE PROSPECTS AND DEVELOPMENT 
Summary and Conclusions 
The Nigerian tax structure doubtlessly has contributed 
to the development of the economy, but the multiplicity of 
the structure within the states have operated virtually in 
complete disregard of the main objectives of public finance - 
(allocation, efficiency, and equity). In the sharing of 
revenues, particularly among the regions, such principles of 
federal finance as need,equity, stability and national 
interest have played secondary roles. The derivation principle, 
perhaps, has made the most enduring contribution to the 
principle of revenue allocation. To some extent, this prin¬ 
ciple has been the main cause of inter-regional rivalry and 
conflict. Since all the states are not on the same relative 
advantage in terms of imports and exports, the advocates of 
the derivation principle have always been those states that 
benefit financially from its application. Perhaps more than 
any other single factors, it has hampered the development of 
a sense of national unity. Moreover, its application has been 
arbitrary and lacking in consistency; in some tax revenues, 
it is applied in full, in others only partially, and in 
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others not at all. The country should move away from this 
fix in which it has found itself. 
The whole financial arrangements have inhibited the 
development of an effective development-oriented national 
fiscal policy. Where tax powers are federal and the reve¬ 
nues accruing from such taxes are either fully or partially 
regional, it has not been easy for the federal government to 
use such taxes as an effective instrument of fiscal policy 
without bringing about federal/regional conflicts. Important 
fiscal powers (e.g., income tax,and producer price policy) 
essential to the formulation of a dynamic national fiscal 
policy are given to the regions. The demands of efficiency 
in tax administration have been ignored. The country's 
leaders who mapped out the constitution and its tax structure 
drew up a charter for regional autonomy rather than a fiscal 
system designed for national economy, efficiency and equity. 
Fixed percentage distribution of revenue is enshrined 
in the country's constitution and any alteration of these 
percentages calls for an amendment to the country’s funda¬ 
mental law. The regional governments' dependence on revenues 
from exports has had considerable destablishing effects. 
There is no built in flexible fiscal adjustment process to 
meet the changing needs of the governments. There is lack of 
effective coordination of the producer price policies of the 
regions and their harmonisation with national monetary and 
fiscal policies. 
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The country's tax structure is highly regressive for 
a majority of the taxpayers. The wide variation in the rate 
of taxation and personal allowances have undoubtedly reduced 
the free mobility of resources between the various parts of 
the federation. 
The administration of personal income tax is inhibited 
by inefficiency and political considerations partially due to 
the involvement of local and native authorities. Thus, if 
the personal income taxation is to become an important and 
growing source of revenue, the federal government should 
assume jurisdiction over the tax. Steps should also be taken 
to eliminate the regressivity of the income tax systems. 
This will necessitate a reconsideration of the rate structure 
and of personal allowances and exemptions. It will also 
require the widening of the concept of taxable income to 
include such elements of income as rental income, income in 
kind, capital gains, dividends, interest and gifts. It is 
only by undertaking these reforms that the income tax revenues 
can become income-elastic and the income tax systems can 
achieve such other desirable fiscal goals as equity and allo¬ 
cative efficiency. 
There is need, in addition to reform the company 
income tax without jeopardizing the objectives of increasing 
capital formation. The nigérian government regards some 
types of activity as more essential to the progress of the 
economy than others. This "pioneer-industry concession," in 
some cases evokes other claims with a snowball effect, leading 
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to a constriction of the tax base. To minimize the distor¬ 
ting effects of preferential treatment, the tax laws should 
leave room for correcting a bad judgement in particular 
cases. The percentage rate of capital allowances appears 
overly generous. There could be a reduction of this rate 
without significant adverse consequences. There should also 
be a more selective use of the pioneer industry program 
under the Industrial Development Act. The criteria which 
would qualify an industry for a pioneer status should be 
vigorously defined, and the list of pioneer industries should 
be reviewed periodically. 
Future Development of the Tax Structure 
One of the findings of this study is that although the 
federal government possesses wide jurisdiction over taxation 
the exclusion of income taxation from its jurisdiction ren¬ 
ders this tax ineffective both as a tool of fiscal control 
and as a source of revenue. The regionalization of marketing 
boards and the unfettered regional, control over producer 
price policy for exports crops, has considerably reduced 
federal government's power to use export tax as an instrument 
of policy. This problem becomes further intensified under 
the present twelve income tax administrations. The states 
should be persuaded to give up their income tax jurisdiction - 
though this might be difficult for the states to concede 
easily. 
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A distinction should be made between progressive 
personal tax and (poll) tax. Jurisdiction over the latter 
should remain with the state governments, who should also 
retain the revenues or share such revenues with local 
authorities. It has been found, in Chapter Three that in 
all parts of the country except the East, the poll tax is 
the main source of revenue for the local authroities. By 
allowing the state governments to retain jurisdiction over the 
personal (poll) tax element of the income tax system, the present 
system of apportioning income tax revenue between the local 
authorities and the state governments will not be disrupted. 
Such personal taxes may be limited to taxable incomes below 
300 Nigerian pounds. The federal government will then have 
jurisdiction over taxable income from 300 pounds and above. 
With this formula, the federal income tax will be progressive 
and the revenues from it will be divisible between the federal 
and the state governments. 
Taxation of exports requires a radical change. Al¬ 
though only the federal government can impose export duties, 
the regional control over marketing boards, the fixing of 
producer prices, and the complete freedom which the regions 
or states enjoy in the use of the surpluses of these boards, 
effectively limits its power over export taxation. This 
regional control over marketing boards also makes the formu¬ 
lation of an effective monetary policy a most difficult task. 
It is therefore proposed that a commodity board be set up 
for each of the major export produce - cocoa, palm produce, 
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cotton, groundnuts and rubber. Each of the boards would be 
established by the federal government with country-wide 
responsibilities. The states where a particular crop is 
produced will have representation on the board, and the 
profits of each board would be shared among the state govern¬ 
ments. 
These changes are inevitable, if the problems of over¬ 
lapping tax jurisdiction, competitive exploitation of the same 
tax base, and duplication and inefficiency in the administra¬ 
tion of the taxes are to be resolved. They would also give 
the federal government adequate tax powers to enable it to 
formulate and pursue a developmental fiscal policy as well as 
policies of economic stability and growth. The states should 
be satisfied with this arrangement provided that the system 
of revenue allocation is such that the possibility of federal 
government arbitrariness is reduced to the minimum, and that 
equity, need and tax effort by each state are given due 
weight in the allocation of revenue. 
What should be the basis of the allocation of shared 
revenue between the federal government and the states? Two 
broad criteria seem most appropriate: (1) the fiscal needs 
of the federal government having regard to its resources and 
functions; and (2) the need to ensure the financial integrity 
of Nigeria through the financial stability of the center. 
The economic development of Nigeria will depend in a large 
measure upon the financial resources of the federal govern¬ 
ment. While the revenues given to the federal government 
75 
in any one year, must be adequate for its needs, and must 
be large enough to ensure that the financial strength of the 
country as a whole is not jeopardized, they must not be so 
large as to give the federal government budget surpluses, 
while the state governments are having budget deficits. 
The states' share of the divisible exports, imports 
and personal income taxes and mining rents and royalties 
should be paid into the Distributive Pool Account. The Pool 
should be divided among the states on the basis of the follow¬ 
ing principles budgetary needs, tax effort, economy in public 
expenditure, the level of development reached in each state, 
and broad purposes of national importance. The last of these 
criteria should take into account such factors as the preser¬ 
vation or continuity of government services and provision of 
minimum services which a state government has to meet by 
virtue of its status as a government. 
Future Prospects for Nigerian Tax Structure 
In order that Nigeria can concentrate its energies on 
the development effort, the country needs peace and political 
stability. It is hoped that when the country returns to 
civilian rule in 1976, the lessons of the first eventful 
decade will not be forgotten, and that a tax structure that 
will accommodate itself to growth and the minimization of 
interstate conflict, while at the same time ensuring equity, 
efficiency and the pursuance of an effective national fiscal 
policy can be worked out. There is no doubt that a fiscal 
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commission of inquiry will be needed. It is most essential 
that the terms of Reference of such a commission should be 
wide enough to enable it to consider most of the issues in¬ 
volving weaknesses within the tax structure and revenue 
allocation, in the light of the past experience. 
While, the proposals made in the study are far from 
being perfect, they should facilitate a more national analysis 
and treatment of the Nigerian tax structure and revenue allo¬ 
cation. It is hoped that a new leadership dedicated to the 
peaceful and rapid development of the nation will emerge, 
whose primary objective, among others, would be to effect 
drastic changes in the structure aimed at acomplishing the 
overall goals of the Nigerian Society. 
BIBLIOGRAPHY 
Books 
Adedeji, Adebayo. Nigerian Federal Finance. New York: 
Africana Publishing Corporation, 19o9. 
Anene, J.C. Southern Nigeria, in Transition. London: Cam¬ 
bridge University Press, i960. 
Due, John F. Taxation and economic Development 131 Tropical 
Africa. Cambridge: M.I.T. Press, 1963» 
 . Government Finance - Economics of the PpjjLjc 
Sector. Illinois: Richard D. Irwin, Inc. 1968. 
Higgins, Benjamin. Economic Development. New York: W.W. 
Norton and Co., Inc., 1968. 
Kamarck, Andrew M, The Economics of African Development. 
New York: Frederick A/ Prager, 1967. 
Musgrave, Richard A. The Theory of Public Finance. New York: 
McGraw Hill Inc., 1959. 
Prest, A.R. Public Finance in Updegdaycippcd Cguntgisg,,. 
London: Weidenfield and Nicholson, 1963. 
Whetham, Edith and Currie, Jean. Readings in the Applied 
Economics of Africa. (Yol. 2) London: Cambridge 
University Press. 
Pajc.ia.djg.aLs and. fi&pacM 
Adedeji, Adebayo. "The Future of Personal Income Taxation 
in Nigeria," The Nigerian Jougnaj. of Economic and 
Social Studies. Vol. 7, No. 2 (July 19^5), 159^. 
Federal Ministry of Information, Nigeria. "Smuggling with 
Impunity," West Africa. Vol. 2796 (January 1971)• 31. 
77 
78 
Federal Office of Statistics, Lagos. "Major Tax Revenues 
of the Federal and Regional Governments," -Economic 
Indicators, Vol. 6, No. 10 (1967). 
Helleiner, G.K. "The Fiscal Role of the Marketing Boards 
in Nigerian Economic Development," Economic Journal 
(September 1964), 582-610. 
Murray, David J. "The Federation of Nigeria," Current 
History. (March 1971)» 161. 
Nigerian Federal Gazettes 1960-71. Lagoss Federal Govern¬ 
ment Printer. 
Nigeria Year Book 1970. Lagos, Daily Times Press. 
Orewa, G. 0. "The Role of Local Direct Taxation in a 
Developing Economy," Conference Proceeding, The 
NjgecÂ&n. Institute of Social Economic Research 
(1963). 52-72. 
Stanford University Press. "Petroleum and the Nigerian 
Economy," Africa Report. Vol. 16, No. 2 (Feb. 1967), 15. 
